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Shoe-Manufacturing Industry
By G. C.Shannon

History

of

Shoemaking

in the

United States

From the beginning of civilization man wore some covering on
his feet, and as civilization progressed through the ages, the mak
ing of footwear kept pace. The early settlers of the United States
brought over from England strong serviceable footwear of good
bark-tanned leather. On occasional ships, new supplies of shoes
were brought over, but this source of supply soon proved insuffi
cient to the needs of the people and they demanded that shoe
makers come from Europe to make shoes for them. The first
shoemakers came to the United States on May 28, 1629, and
settled at Salem, Massachusetts. Soon the industry began to
prosper. Stores were established to sell the shoes made or im
ported and shoemakers travelled from town to town making and
mending shoes.
At first the shoemakers made the shoes in their homes, combin
ing shoemaking with some other occupation, but later small shops
alongside the homes were built. The mortality rate among the
early shoemakers was very high, because of the rank air of their
workrooms and the cramped position of their lungs while bending
over lasts.
After the revolution the shoe trade began to expand. The
first shop where leather was tanned and shoes made for the
wholesale trade was reputed to have been in the town of Danvers,
Massachusetts, soon after the Revolution.
But while the trade was increasing and the shoemakers were
struggling to expand their businesses, old established shoemakers
of England and France were sending shoes to this country in such
quantities and at such low prices that it was almost impossible for
Yankee shoemakers to overcome the competition. To meet this
situation congress put through a tariff sufficient to keep out
European shoes until American shoemakers got a firm start in
business. The shoe industry then began to prosper and has
prospered generally ever since.
The development of machinery in the shoe industry was very
slow. The sewing machine, invented in 1846, was adopted to
sewing the uppers of shoes in 1851. In the course of time manu
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facturers had sewing machines set up in their factories and con
nected them with steam or other power. Much of this work had
previously been done in the home, and the introduction of these
power-driven machines made the industry more distinctly a fac
tory industry.
In 1858, the McKay machine, a sewing machine which sewed
the soles to the uppers, was invented. This was followed by the
Goodyear welt machine, developed between the years 1871 and
1875, which attached the soles to the uppers by the use of a welt.
These two machines revolutionized the shoe-manufacturing in
dustry. Production was greatly increased, hours of labor were
decreased, wages increased, and people were supplied with better
footwear at less cost.
For a number of years after soles had been sewed by machinery,
it was necessary to last soles by hand, but in 1883 a successful
lasting machine was invented, an almost human machine with
fingers like a laster. Other machines were invented from time to
time but they are subordinate to those mentioned.
Considerable opposition was offered by the workmen against
the use of machinery, as they felt their trades would be lost, but
they eventually bowed to the inevitable.
The steam engine was introduced for power in 1855 and after
this shoemakers were forced into factories, as they could not meet
the competition of machine-made shoes. The increased produc
tion forced the owners into offices to take care of the business, and
the management of the factories passed into the hands of superin
tendents and foremen. Specialization began to be carried out on
an extensive scale. While formerly one man made a whole shoe,
now fifty or sixty persons, operating as many machines, and each
specializing in a certain operation, make the shoe; and while
formerly all kinds and classes of shoes were made in one factory,
now certain factories specialize in certain kinds of shoes and thus
increase production and cut costs.
Certain shoe organizations have been formed to handle prob
lems like the tariff, national trade regulations, credits, factory
conditions, and labor problems. Labor unions have been organ
ized to provide shoemakers of skill and to see that the members
are treated fairly as to hours of labor, conditions of employment,
and wages.
Scientific management has played a prominent part in the
development of modern shoe-manufacturing methods. Its ob
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ject is to save time and labor, increase wages and improve prod
uct. It considers the human element and undertakes to improve
men and make them more proficient. It also tries to bring into
harmony machinery, factory system and material with the
workers. It seeks constantly to improve the employment of men,
machinery, methods and products so that the producer may get
more for his labor and the consumer more for his money.
Organization

A shoe company should have a well planned organization,
properly controlled, with competent men in charge of the various
divisions of the business and with the work and responsibilities of
each executive well defined.
All the departments and department heads concerned with the
manufacture of shoes are under the direction of a general mana
ger, who usually is an officer of the company and directly respon
sible to an executive committee or, in a small company, to the
board of directors. The principal department heads in the
manufacturing division of a shoe company are the style manager,
purchasing agent, general factory manager, paymaster and cost
and specification manager.
In a small company two or more of these positions may be held
by the same person but the business seems to lend itself to these
classifications of manufacturing organization.
Raw Materials

The raw materials used in the manufacture of shoes may be
divided into four main divisions, as follows: upper department
materials, sole department materials, supplies and findings.
Upper department materials consist of all materials entering
into the uppers of shoes, both the outsides and the linings. In
cluded among these materials are all upper leathers and various
kinds of cloth used for the outsides and linings of shoes.
Sole department materials comprise all leather and substitutes
used to make up the bottoms of shoes. Included under this
heading are box toes, counters, felt, gem duck, heels, inner and
outer soles, tops and top lifts.
Supplies consist of materials and articles used in the manufac
ture of shoes and in preparing them for shipment, which are of
sufficient value to warrant taking them into consideration sepa
rately in preparing specification costs. Such items are buttons,
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cartons, cases, eyelets and hooks, heel pads, labels, laces, pull
straps, ribbons, seam welting, shanks, sock linings and stays.
Findings are the small parts or accessories of a shoe not covered
by the three foregoing classifications but essential to the manufac
ture of shoes. Coming under this heading are such items as
cements, cleaners, chemicals, dressings, inks, nails, polishes,
tacks, thread, wire, etc.
Leather, of course, is the principal raw material entering into
the manufacture of shoes and may be described as being the skin
of an animal, bird, fish, or reptile tanned or otherwise preserved,
shrunk or toughened. Tanning consists in converting skins or
hides into leather by the use of astringent acids. In earlier times
these acids were derived from vegetable product, chief of which
were the bark of the oak and hemlock trees. In recent years,
mineral substances have come into general use for tanning, and
tanning with these materials has proved to be much quicker and
better, especially for upper leathers, giving them more softness
and pliability and better wearing qualities. Chromealum is the
principal mineral substance used; tanning with this material is
known as “chrome tanning.”
The tannages obtained from oak and hemlock bark, combined
with other vegetable and mineral tannages, are still used quite
extensively in tanning sole leathers, which require a firm, solid
texture. Several months are required for the tanning of leathers.
Sole leather on account of its thickness takes much longer to tan
than upper leather.
The tanning of leather is a separate industry. Some of the
larger manufacturers of shoes own and operate their own tan
neries, not only because of the saving but also to assure themselves
of a supply of leather of a uniform quality, best suited for their
particular needs. Upper leather is usually measured by the
square foot; sole leather by the pound.
The chief kinds of upper leather used in the manufacture of
shoes are calf skin, cow-hide side leather, kid or goatskin and
sheepskin. Other special and fancy leathers are used less exten
sively, such as buckskin, chamois, kangaroo, snake and lizard
skins, alligator and shark-skins.
Some substitutes are used for leather in the manufacture of
shoes. The chief substitutes for upper leather are fabrics, such as
canvas, linen, and silk. Leatherboard and rubber are used as
substitutes for sole leather and rubber heels are now being used
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extensively. Celluloid and oilcloth products are sometimes used
for box toes.
Manufacturing Processes

There are different methods used in the manufacture of shoes,
but the difference is due chiefly to the manner in which the soles
are attached to the uppers.
There are six general divisions or departments in the modern
shoe factory, as follows: cutting department, upper-fitting
department, stock-fitting department, making department,
finishing department and packing and shipping department.
The main divisions may be subdivided into factory rooms,
sections or departments. In large factories one finds additional
supply departments, chief of which are the sole-leather depart
ment, heel department, box-toe department, last, die and pattern
department and box factory and printing department. The
small factories usually buy the parts supplied by these de
partments.
Shoes usually go through the factory in cases of twelve, twentyfour or thirty-six pairs, each case containing one style of shoe,
but usually different sizes and widths. A separate numbered
tag is made up for each case and the details as to the materials,
style, last, die and pattern numbers, sizes and widths are shown
on the tag. As each case of shoes goes through the factory,
the sizes and widths of each part are kept in the same order as
on the tag. The main tag first goes to the cutting department,
while subsidiary tags go to the stock-fitting department and
supply departments, so that when the uppers of the shoes in
process reach the making department, the soles, box toes, lasts,
etc., will be ready to assemble with the uppers for lasting.
All the materials necessary for the uppers are cut in the “cut
ting” department. There are separate departments or rooms for
the cutting of the outsides, trimmings and linings. The tag first
goes to the stock room where the stock on hand is already sepa
rated according to kinds, quality, colors, etc. The materials
necessary to cut the outsides of each case of shoes are laid out,
and the main tag is attached to each bundle, which is then ready
for the cutter. Subsidiary tags go to the trimming and lining
cutting rooms, where the cutting of these materials goes on
simultaneously with the cutting of the outsides. The cutting
of the upper is one of the most skilled operations in the business,
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and one of the best paid. Cutting is done both by hand and by
machine. The hand cutter, cutting on blocks, places a pattern
over the material and cuts around the outside of the pattern with
a small keen edged knife. The machine cutter places a die over
the part of the material to be cut, presses a lever and the arm of a
machine, known as the “clicking machine,” punches the sharp
edge of the die through the material.
There are four principal parts to the outside upper of a shoe, the
vamp, tip, foxings, and quarters. The last two have a left and
right for each shoe. The cutter must know just where to place
the pattern or die on the leather so as to get the stretch in the
right direction and match the color and texture of the material.
The trimmings are generally cut from pieces of leather, etc., too
small to be used by the outside cutters. In a large factory, when
cutting the trimmings and linings, a number of tags are grouped
together and the requirements are classified by styles, sizes, and
widths. All similar parts are then cut at the same time, thus
eliminating the constant changing of dies and patterns. After
wards the parts must, of course, be reassembled according to the
requirements of each case. The cutting of the trimmings and
linings is done mostly on the clicking machines on which a number
of thicknesses of lining can be cut through at the same time.
The various pieces cut are then stamped with lines showing
where the stitching, perforations, button holes, eyelets, etc., are
to go. The edges of the upper leather, which will show, are
“skived” or beveled to a thin edge, which is then cemented and
folded in, so as to give the shoe a more finished appearance. The
various pieces are next assembled according to tag or lot numbers,
and the separate pieces necessary for each case lot are tied to
gether. A check is made to see that all pieces are accounted for
and the size and width marked on each piece at this time in order
to eliminate mistakes in going through the stitching department,
to which the various parts, assembled by cases and accompanied
by the main tags, are now ready to go.
All of the stitching, perforating and joining together of the
uppers and linings is done in the stitching department. The
room is divided into lines of machines. Every operation is
performed by a different person on a different machine. The
various parts of the lining go down one line of machines and, when
they reach the end of the line, the lining parts are all sewed
together. Various trimmings are sewed on by different operators;
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The Journal of Accountancy

the parts requiring perforations, buttonholes, eyelets, hooks, etc.,
are put through special machines for these purposes, and rein
forcements are pasted on the parts which will have to stand the
most strain. The outside parts then go down a line of machines
where the tips are sewed to the vamps; the quarters and foxing
are sewed together; the tongues are attached; and the quarters
are sewed to the vamps. This operation completes the joining
together of the parts representing the outside uppers of the
shoe. The completed lining is next sewed to the outside upper
completing the upper of the shoe, which is then ready for the
making department. The sequence of the operations in the
stitching department may vary considerably among factories and
according to the style of the shoe, but the final result is the
same.
It should be remembered that in going through this department,
the various parts have been kept together by case lots, in the
same order of widths and sizes, the various parts being separated
for the several operations and finally assembled piece by piece
into the finished upper. The main tag follows the vamp, and
auxiliary tags are used for the other principal operations in this
department.
As has been stated, when the main tag is sent to the cutting
department, an auxiliary tag goes to the stock-fitting department,
so that when the uppers of the shoes are completed, the bottom
parts of the shoe, which are prepared in the stock-fitting depart
ment, are also ready for assembling with the uppers in the
making department.
All of these parts are carried in the stock-room of this depart
ment and either have been purchased, in the case of small com
panies, or prepared in special departments by the large companies.
The sole leather parts, as purchased or prepared, usually are in
roughly blocked form and must be made to conform to the shape,
size and width required, on a machine which cuts around the sole
in conformity with an exact pattern.
In a large company, having a number of factories, generally
only one method of shoemaking will be used in a single factory,
either the McKay or the Welt process. The McKay insoles,
which require only light leather, are first dipped in a solution of
glue to harden and strengthen them, and are then cut in sizes and
widths. The Welt insoles, which require a somewhat thicker
leather, are first cut out in the required sizes and widths and are
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then put through a channeling machine which, with two knives
acting in opposite directions at the same time, cuts a double slit
along the edge of the insole. The channel thus made is opened
up on a lip-turning machine which raises a ridge around the outer
edge to which the welt is later sewed. The lip is generally rein
forced with canvas, cemented to and covering the bottom of the
insole inside of the channeling to the top of the lip. The welt
inner sole is sometimes slashed or cut across the ball of the foot
on the under side to make it flexible.
In the outer sole division, the soles are cut to the required sizes
and widths; the shank part of the shoe is thinned out and
smoothed, and the heel seat is smoothed; and the soles are soaked
and then moulded upon a high pressure machine to the shape of
the shoe bottom. A feather edge is given to the forepart and heel
seat of the soles which are to be made by the McKay process and
channels are cut and turned in those to be made by the Welt
process.
The counters, box toes, and heels are usually made in the re
quired shapes and sizes and require no special treatment in the
stock-fitting department.
When the insoles and outer soles have been completed they
are assembled with the counters, box toes, and heels, packed in
case lots according to the accompanying tags, and sent to the
making department.
The making department is divided into three principal divi
sions, namely: lasting department, bottoming department and
heeling department.
If more than one method of attaching the uppers to the bottoms
is used in a single factory there would be separate rooms or divi
sions for the methods used.
From the making department, the shoes in process come to
the finishing department, separately, by case lots with the main
tags attached. In the finishing department, the heel and the
edges of the shoe are blacked, or covered with a dressing suitable
to the leather used, and finished on burnishing machines. The
bottom of the shoe is buffed to remove the marks of handling
and then is rebuffed to a finer degree on a special machine, after
which it receives a number of coats of stain or other material and
is then polished.
The shoes then pass to the “treeing division,” where they are
made to conform perfectly to the shape of the last, and the finish
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of the leather is restored. The last is then removed and the shoes
are examined inside for tacks or other imperfections. Bottom
linings and heel pads are put in, if this has not already been
done in the making department. The shoes are then placed on
tree arms, where dirt and other substances are cleaned off, a
dressing is applied to fill the pores of the leather and the surface is
fully restored. Sometimes it is necessary to restain the shoes to
bring out the finish. The shoes are then ironed with a hot iron
upon the tree to give them permanent form. This is a very im
portant and exact operation. After a final inspection, the shoes
are sent to the packing and shipping department in case lots with
the main tag attached.
In the packing department, the shoes are brushed off, inspected
and placed on tables in pairs by sizes. The labels on the ends of
cartons are stamped with the style, stock number, size, width and
kind of leather. Each pair of shoes is wrapped in tissue paper
and placed in a separate carton.
The shoes are then placed in stock according to stock numbers
or placed in containers for shipment to customers. This is the
first time the shoes are separated from the tag, which has followed
them by case lots through the factory.
Copies of customers’ orders are kept in the shipping department
and as the shoes are finished or the time for shipment is at
hand, the orders are filled and checked off and the shipments
made.
From the time the shoes are put in process in the cutting
department until the finished shoes reach the packing department,
a period of from two to three weeks has elapsed, depending on the
kind of shoe manufactured and the efficiency of the various
operations and the production system.
Production Methods

and

Control

Most of the modern shoe factories now operate under a produc
tion or “sheet” system, some of the more important advantages
of which are as follows:
Reduction of time in process.
Uniform volume of production, resulting in decrease in cost
and overhead expense.
More steady employment for workers, with increased efficiency.
Economic use of material.
Ability to tell exact dates of shipment.
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The production system consists of putting into the factory
each day a given number of cases of shoes so selected that they
will not exceed the capacity of the plant and will pass through the
various departments without meeting unusual obstacles or delays.
The first step in the operation of the production system is an
analysis of sales orders. As the orders are received, they are
entered on an order-analysis form, which should show the quanti
ties of the different kinds of shoes to be made, number of lasts of
each style required and quantity of various kinds of leather or
other materials necessary. The purpose of this record is to show
the burden to be placed on the factory and equipment and to give
the purchasing agent a record of material and last requirements.
The record should be kept by shipping periods, each month being
divided into a number of periods and each order assigned to a
certain period. The orders of a certain period are then grouped
by similar styles into case lots of twenty-four or thirty-six pairs,
and tags are prepared for each of the various lots.
The tag is prepared so as to show all details necessary for the
construction of the shoe, some of the most important of which are:
Style of shoe and sizes and widths.
Color and kind of outside materials and patterns required.
Kind of linings, trimmings and other inside materials with
proper patterns.
Box toe, counter, grade and weight of sole, heels, shanks, etc.
Fastening, stitching, finish of bottom and edge, etc.
Kind of sock lining, heel pad, laces, cartons, etc.
As the time approaches for beginning the production of the
shoes, tags are divided into groups, each group comprising the
work to be put into the factory each day. The tags for each
group are then numbered consecutively (the first tag taking the
next number after the last number entered on the previous pro
duction sheet) and are then entered on a production sheet, which
contains certain information taken from the tags, such as the tag
number, number of pairs, style of shoe, etc. Enough copies of the
production sheet are made for each department or checking
station and for office records.
A time-table is prepared to show the exact day and hour when
the last case on each sheet should pass each department or check
ing station. This information is entered on the production
sheets, giving each department head information as to the exact
time he may expect the shoes listed on each sheet and when they
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should be completed in his department. The time for completion
in each department or checking station is also entered on a record
in the factory office, which keeps a record of the shoes as they go
through the various departments.
Checking stations are located in different parts of the factory
where the passage of shoes is recorded at least once a day. Some
departments may require several stations. As lots are completed
and ready to pass the various checking stations, the case or tag
numbers are canceled on the “sheets.” The open items on the
sheet represent the cases not completed. When certain lots of
shoes are not completed in scheduled time in a department, these
lots are traced, the reasons for the delinquency is determined, and
the lots are rushed. Workmen should not be allowed to work on
a new “sheet” of shoes until the old “sheet” has been entirely
completed. After all cases have been crossed off in a certain
checking station the “sheet” is marked with the date and hour of
completion of the last case and is then taken to the foreman of
the next department for his signature as to the receipt of the shoes
in his department. After that the “sheet” is sent to the factory
office for record of date and hour of completion on the calendar
and time table, from which the factory superintendent can check
the passage of the shoes through the various departments and the
efficiency of the various foremen.
Products

and

By-products

The products of the shoe-manufacturing industry may be said
to include all outside coverings for the feet, made of leather or
other materials, for all times and all purposes. This would in
clude shoes, boots, bedroom slippers, etc., for both male and
female, for all ages and sizes, from infancy to old age, from the
daintiest woman’s shoe to the hod carrier’s rough working shoe,
and from the light-weight fabric shoe for summer to the heavy
weather resisting shoe for winter.
Manufacturers, however, generally specialize in a particular
kind of shoes. Some produce only boys’ and men’s shoes; others
produce infants’, girls’, and women’s shoes; some produce only
high-priced custom shoes for a certain class of people, where
quality and style are stressed; others produce low-priced shoes to
appeal to all classes of people; some produce dress shoes; others
produce working shoes; some produce shoes of special leathers,
styles, etc., while others produce shoes where the comfort of the
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shoe is paramount, such as the arch-preserver shoe and other
corrective shoes of this kind; some produce shoes to sell under
buyers’ names, others market their shoes under their own brands
or trademarks.
Leather is too valuable to waste, and there is little waste in the
efficiently operated shoe-manufacturing factory. The leather is
used to the best advantage, pieces too small for main parts of the
shoe are utilized for trimmings, etc. All the remaining scraps and
shavings from the leather and cloth are sold, the leather scraps
being ground up and used as fertilizer.
Specification Costs

After a new model for a shoe has been designed and the specifi
cations for the construction of the shoe and the materials to be
used have been determined, the selling price of the shoe must be
fixed. In order to fix the selling price, the cost of the shoe must
be accurately determined before manufacture is begun. For this
purpose, a cost estimate for each style of shoe and for each range
of sizes is prepared. The estimate is usually made for a dozen
pair of shoes, in order to eliminate fractions of cents. Where, for
instance, a style of shoe is to be made up in youths’, boys’ and
men’s sizes, a separate estimate is prepared for each range of
sizes, but the estimate of cost would be based on an average size
in each division, as it is thought that the cost per pair of all sizes
combined in any size range would about equal the cost of the size
used in preparing the estimate. Because the selling price is the
same for all sizes, within a size range, no estimate of the cost of the
various sizes is considered necessary.
In preparing the estimate, all the numerous parts of the shoe
and the labor operations are listed down the side of a form or on
supporting forms used for this purpose, the standard parts and
operations generally being printed and space left for filling in
additional items. Separate columns are provided on the form for
material and labor costs, which are entered in detail opposite the
respective articles to which they apply. The royalty, allowances
for lasts, dies and patterns, manufacturing overhead, selling,
general and administrative expenses, discount and profit are
added to the total of the labor and material items to reach the
selling price of the shoe.
Before the various items can be estimated a considerable
amount of research work must be done. The raw materials,
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supplies and findings required are generally valued at market, and
this value must be changed from time to time for any important
changes in the market. The value of the cut parts, supplies and
findings can easily be obtained, but before the value of the leather
and other materials to be used in cutting the uppers, trimmings
and linings can be extended it is necessary to determine the foot
age or quantity of these materials necessary to cut the various
parts and to fix “cutting allowances.” The cutting allowances
for linings and trimmings, where the exact size of the materials
from which they are to be cut is known, can be computed ac
curately without much difficulty, but the footage of leather neces
sary to cut the uppers, which represents one of the largest items
entering into the specification cost, is more difficult to determine,
on account of the lack of uniformity of the skins in size and shape
and the necessity of cutting the various parts out of certain parts
of the skins so as to match in color and appearance and to get the
stretch of the leather in the right direction. The cutting allow
ance for leather is determined by first fixing a base allowance,
founded on the number of square feet necessary to cut the parts
out of paper, which is determined by test or from tables and then
adding a coefficient representing a predetermined percentage
based on previous experience to allow for the loss of footage
caused by the cutting requirements already mentioned. The
cutting allowances must be fair and accurate, as the estimated
cost of the shoe is based on them and the shoe is sold on that basis
before the actual cost is determined.
The labor on all of the operations in the manufacture of a shoe
is paid for on a piece-rate basis, with the exception, in a large
number of companies, of the labor of cutting the uppers, which is
paid for on an hourly basis, because if this work were on a piecerate basis, the workmen would endeavor to earn as much as
possible, and might become careless with the material, a small
saving of which would more than offset any increase in the labor
cost. The labor cost of the operations which are standard or
similar to operations on other styles of shoes is determined from
rates previously fixed. Time studies or accurate estimates must
be made in order to determine the labor cost of new operations.
Royalty is paid on certain machines used on a per-pair basis
and the royalty cost of the shoe can be easily computed.
One of the hardest items in the specification cost to determine
is the fair amount to charge to the cost of the shoe for lasts, dies
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and patterns. This represents a large item in the manufacture of
shoes. There must be a pattern or die for each part of the shoe
and in most instances a different die, pattern and last for every
style of shoe. In determining the cost to be charged on the esti
mate, it is first necessary to know the number of pairs of shoes of
the particular style to be manufactured and then divide the cost
of the lasts, dies and patterns on this basis. The information
necessary to permit this estimate may be obtained from the sales
men. In some companies manufacturing a staple kind of shoes,
where a large number of shoes of each style is produced, the lasts,
dies and patterns cost is included in the manufacturing overhead
and the cost is distributed on the same basis as the other manu
facturing overhead items.
To provide for manufacturing overhead expenses, a prede
termined percentage applied on either the estimated labor cost or,
in some cases, the labor and material cost combined is added.
No attempt is made to determine or distribute the manufacturing
overhead expenses in the estimate by departments, as practically
all the shoes manufactured go through all departments and the
overhead can be equitably distributed in total. In a large com
pany, where only a certain kind of shoes would be manufactured
in any one factory and the labor cost of the different styles would
be practically the same, the manufacturing overhead may be
distributed at a fixed amount per dozen pairs. An allowance for
general and administrative expenses and selling costs based on
predetermined percentages of previous manufacturing costs or
estimated current costs is added to take care of these items, and
then a percentage of the total cost is added for the expected profit
in order to arrive at the selling price of the shoe, which is generally
fixed at an even amount.
It is the work of the cost department to furnish the percentages,
etc., to be used and to prove their accuracy from time to time
from the actual costs.
Material Records and Costs

All materials, supplies and findings used in the manufacture of
shoes are kept in store-rooms in the various departments under
the custody of storekeepers. Perpetual inventory records of the
various materials used and of the more important supplies and
findings are usually kept. The perpetual inventory records are
generally kept by quantities alone, but sometimes by both quanti
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ties and values, depending on whether a cost system requiring
such information is used or not. The materials and supplies
received are posted on the inventory records from duplicate in
voices or duplicates of receiving reports, while the withdrawals,
which are authorized by production orders, supported by shoe
tags, in the case of materials, and by requisitions, in the case of
supplies and findings, are posted from these sources. The records
used in the case of cut parts and supplies are similar to the records
used in other manufacturing industries, consisting of a perpetualinventory card or loose-leaf system, a weekly report of quantities
received, quantities used and quantities on hand for use of the
cost and specification departments in compiling costs and esti
mates, and a statement of requirements for the use of the pur
chasing agent. The material records for the cutting department,
however, require special treatment. The perpetual-inventory
records are somewhat similar to the other records of this nature.
A card is kept for each lot of material with full details and
columns for material issued and materials returned, the last
column being necessary on account of materials issued to the
cutters in excess of actual requirements. The quantities are
shown in feet or yards.
Before the material is issued to the cutters, a record is prepared
in the factory office for each case lot showing the stock number
of the shoe, description of the leather to be used, details of the
parts to be cut and the predetermined cutting allowance for each
case of shoes. This record goes to the stock room where the
materials are issued according to specification. The name and
number of the cutter to whom the material is issued for cutting is
entered on the record, and after the parts have been cut and a
record has been made by the cutter on the cutting record, the
excess leather is returned to the store-room by the cutter, who is
given credit on the cutting record. The cutting record is then
completed to show the actual quantity used, the value, the allow
ance and the gain or loss in both quantity and amount.
Summaries are compiled weekly and monthly to show the
record of each cutter and the total gain or loss in quantity and in
value between the allowance and the actual. If a cost system
which “ties in” with the general records is in use, the monthly
charge to work in progress and the credit to the inventory ac
counts for materials used can be obtained from the summaries.
The credits to the inventory accounts can be made at actual cost
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or at the estimated cost. If the inventory accounts are credited
at estimated cost, the variation between actual cost and estimated
cost will remain in the accounts until a physical inventory is taken
and the accounts are adjusted, but if the inventory accounts are
credited at actual cost, work in progress can be charged with the
estimated cost and an account “material variations” charged or
credited with the variation between the actual cost of materials
and the specification cost. The credits to inventory accounts and
charges to work in progress for sundry supplies and findings used
are generally made at the estimated specification cost of such
items used, as it is impracticable to keep a record of loss or gain
on such supplies. In some shoe companies the volume of work in
compiling information as to materials used and in making
monthly entries for them to the inventory and work-in-progress
accounts is considered too great to justify the time necessary.
Therefore, such information about important raw materials is
kept in memorandum form only.
Wage Systems, Payroll Procedure

and

Labor Costs

As already stated, practically all of the direct labor is paid on a
piece-rate basis. The principal exception is the cutters, who are
usually paid on an hourly basis. Beginners are often paid on an
hourly or daily basis until they have become experienced, and
there are usually a few persons in each department, whose work is
of such a nature that it is more practicable to pay them on an
hourly or daily basis than on a piece-rate basis. Work of this
nature includes the trucking of shoes from one department to
another, assembling of parts, etc. An average cost per dozen,
based on previous experience, is generally included in the cost
estimate for indirect labor, or the labor may be included in over
head expense and so distributed.
The following procedure is used by one concern for its factory
payrolls and labor costs. Every week each employee receives a
time card with his name and number, on which he punches daily
his time in and out. On the reverse side of the card are inserted
the total hours worked, the rate, if paid on an hourly basis, the
total earned, the deductions and the amount paid. The employee
signs his name and address on the card before receiving his wages.
The piece workers, in addition to the time card, fill out a “worker’s
daily report.” This shows the worker’s name and number, oper
ation, and machine number. Columns are provided for case
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numbers, pairs, stock numbers, sizes and price (labor allowance
per case). As the employee completes his work on each case of
shoes, he fills in the information, using a line for each case. At
the end of each day, he totals up his earnings for the day, inserts
the total in the space provided therefor, enters his accumulated
total for the week to date and turns in the report to the factory
office. In the factory office, a sheet for each operation is kept,
showing the name of the operation and the rate or rates applicable.
This form is blocked off into 1,000 small spaces, numbered from
1 to 1,000, and at the top of the form is entered the thousand for
which the sheet is used; thus if 5,000 was entered at the top of the
form the number 1 would mean 5,001. These numbers represent
the case numbers and are used to account for each operation on
each case of shoes. Since not all of the shoes may pass through
such operation or since the rates may not be the same for different
shoes, a method must be used to indicate this variation. There
fore, each rate is given a different color and a line is then drawn
down the middle of each column of spaces, the different colors
being used for the different rates and no lines being drawn
through the spaces which do not take the operation. After the
piece workers’ daily reports are turned in, the employee’s number
and a number to indicate the date is stamped in the space provided
for each case, the rates shown on the employees’ cards being
checked as the entry is made. Every case is accounted for and
the accuracy of the employees’ reports as to cases and rates is
proved. If cases are missing or reported more than once, they are
looked up and any errors either on the part of the employees or in
entering are corrected. From these forms, if the shoes show
defective workmanship, can be ascertained the names of the
workmen who performed any operation.
After the case lots have been entered on the sheets, the piece
workers’ daily reports are proved as to the day’s earnings and the
reports are filed by employees’ numbers until the end of the week,
when adding machine runs are made of each employee’s earnings
for the week, the total being entered on the time card, previously
mentioned, and on a form for each employee, showing his record
of earnings each week for a year and also deductions, amount paid,
etc. The time workers’ weekly wages are also entered on these
forms from the time cards.
From the “record of earnings” cards, a summary of the weekly
payroll, classified by departments and between productive and
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non-productive labor is prepared on a form with columns for four
weeks, from which the distribution of the payroll is obtained. A
list is also prepared from which the payroll cheques are made out,
and the cheque numbers are entered on this list. The cheques
are distributed by office employees, in the presence of depart
ment foremen, the employees signing the time cards at this
time.
In the cost department monthly totals of the distribution by
departments, classified between productive and non-productive
labor, are entered on a form, which is designed to show the gain or
loss for the month and for the year to date, between the estimated
labor on shoes produced and the actual labor, and also to show the
cost per pair in each department.
The departments are listed down the side of the form, and
columns are provided for pairs produced for the month and the
year to date, the estimated labor for the month, the actual labor
cost for the month, the gain or loss for the month and for the year
to date and the cost per pair for the month and for the year to
date. The information obtained from this source enables the
officers to keep a close check on the accuracy of the estimated
labor costs used in the specification cost estimates. This system
would only work properly in a factory where a more or less uni
form class of shoes was produced or where the production was in
sufficient quantity to make an average cost accurate.
Overhead and its Distribution

In overhead are included all the expenses in the manufacture of
shoes which, on account of being more or less general in their
nature, can not be charged directly to the cost of the shoe but yet
represent an important part of the cost of the shoe and must be
distributed on some equitable basis.
Some companies include in overhead certain of the minor
supplies and findings used in all shoes and also departmental
non-productive labor, while others make specific allowances for
these items in the specification-cost estimates. The practice is
not uniform and depends somewhat on the kind of shoes manu
factured. Other items for which specific allowance may or may
not be made are lasts, dies and patterns. If the lasts, dies and
patterns are for a special class of shoes, in which the styles change
rapidly, it is better to make a specific allowance for these items,
as they represent an important part of the cost of the shoe.
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The following is a list of the important expenses usually classi
fied as overhead items:
Administrative expense
Depreciation—buildings and equipment
Freight, express and drayage
Factory office—expense
Insurance—buildings and contents
Insurance—disability
Light, heat and power expense and supplies
Rent
Salaries—administrative
Salaries—general help
Salaries—factory office
Salaries—power plant
Stationery and shoe tickets
Taxes
Telephone and telegraph
Water
Some large companies, operating a number of factories, include
in overhead expenses inter-departmental interest charges on plant
and equipment and on stock, in order to place the factories on an
equal footing.
The most common method of distributing overhead expense in
the shoe business, is on the basis of a pre-determined percentage
of the labor cost. The reasoning behind this method of distribu
tion is that the overhead expenses increase in direct proportion to
the productive labor cost, since the more complicated the manu
facture of the shoe, the longer it would be in process and the
greater the labor cost and the overhead expense. Some com
panies distribute overhead on the basis of a percentage of the
labor and material cost combined, which might be suitable in
some instances where a varied class of shoes is manufactured.
Another basis of distribution of overhead is a fixed amount per
pair of shoes manufactured. The use of this method would only
be practicable where a uniform sort of shoes was produced and the
time in process and the labor costs of the several styles did not
vary to any great extent.
The overhead rate or percentage, found by dividing the total
overhead expense by the total labor cost, may be based on pre
vious overhead and labor costs or may be based on the estimated
overhead and labor costs for the current year. The latter
method, known as “budgeting” is coming more and more into
use, since in addition to having the benefit of experience to go
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on, it can take into consideration economies to be effected and
changing conditions in the business.
Under the budget plan, which must be completed prior to the
beginning of the period to which it applies, the first thing to be
fixed is the production for the period. The sales department is
asked to indicate the amount of expected sales, and from this the
estimated production is fixed; but the capacity of the plant must
be taken into consideration and also the fact that if the expected
sales are not sufficient to operate the factory at a fair percentage
of its capacity, the overhead rate would increase accordingly and
the cost of the shoe would be so great that it could not be sold at a
price which would meet competition. Therefore, even though
the expected sales might not justify it, the production would have
to be fixed at a fair percentage of the capacity of the factory,
which should probably be at least 65 per cent. to 70 per cent.
After the production has been fixed, the labor can be estimated by
classifying the shoes to be produced and applying estimated labor
costs to the various classes, to compute the total labor costs.
The heads of departments are given a list of labor items and
overhead expenses on which they are to make estimates, together
with information applying to their particular departments re
garding estimated production, previous costs and other data
which may help them in arriving at accurate estimates. From
the estimates so obtained and after much thought, the estimated
labor costs and overhead expenses for the period are fixed, and the
overhead rate is obtained by dividing the total estimated labor
cost into the total estimated overhead expenses.
After the overhead expenses, production and direct labor costs
have been estimated for the year, a close check of the accuracy of
such estimates can be obtained by setting up on a form the esti
mated cost of each overhead expense and the total of it per dozen,
for the year and for a month and also the estimated production
and estimated direct labor cost for the year and for a month.
Columns should be provided on the form for entering the actual
expenses, production and direct labor cost each month and for the
year. From such information, the variations between the esti
mates and the actual can be determined monthly and any neces
sary changes made.
If a cost system is used, “tying in” with the general records,
entries can be made monthly charging work in progress with the
estimated overhead expense, based on the production, and charg
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ing or crediting unabsorbed or overabsorbed overhead expenses
with the variation between the estimates and the actual costs.
Depreciation, Plant Renewals

and

Maintenance Charges

There do not appear to be any standard rates of depreciation in
the shoe industry. The rates generally used on cost, which are
allowed for income-tax purposes, are as follows:
Buildings:
Brick....................................................................
Wood....................................................................
Machinery and equipment......................................
Furniture and fixtures.............................................
Automobiles and trucks..........................................

2%
4%
8 to 10%
10%
25 %

A great many shoe companies now have appraisals set up on the
books and calculate depreciation on reproductive values at rates
furnished by appraisal companies. The rates furnished by ap
praisal companies are generally lower than the rates taken on
cost, especially in the case of machinery and equipment, on which
the appraisal rates would probably not average more than 6 per
cent. to 7 per cent.
Improvements on machinery are being made constantly and
the factor of obsolescence must be given due consideration in
determining the rates of depreciation to be used.
A large part of the bottoming machinery used by shoe com
panies is leased on a royalty basis; and repairs to such machinery
are made by the lessor and charged to the lessee in addition to the
royalty. The machinery and equipment used by a shoe com
pany are subjected to hard usage, must be kept in a high state of
efficiency and consequently the repair and maintenance expense
usually runs rather high. Small machinery, such as sewing
machines, require frequent replacement of parts, which are
generally treated as repair items. In a shoe company, lasts, dies
and patterns are generally carried on the books at a fixed amount
(usually at a nominal value of $1.00) and all replacements and
additions to these items are charged to expense. The cost of such
items in a year is usually large and represents a very important
part of the cost of the shoe.
In a large shoe company, machinery and equipment is con
stantly being scrapped, resulting in a loss or gain on such assets.
One company has adopted the plan of charging all losses and gains
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on the sale or disposal of machinery and equipment against the
reserve for depreciation, on the theory that the rates of deprecia
tion used are composite rates based on an average life of all
machinery and equipment; that in determining loss or gain, the
average rates can not be applied against any particular machine
or piece of equipment; and that over the life of all of the machinery
and equipment no loss or gain should result from the sale or dis
posal of it if the composite rates used are sufficient.
Distribution

There are four principal methods used by shoe manufacturers
in distributing their products, which may be stated as follows:
Direct to retailer
Through jobbers
Through chain stores, mail order houses, etc.
Through own retail stores

Some shoe manufacturers use a combination of two or more of
the above methods in disposing of their products.
Where a shoe-manufacturing concern sells direct to retailers, it
maintains a force of salesmen, who have specific territories and
make periodical calls on each customer or prospective customer
for the purpose of securing orders, maintaining goodwill and
keeping in touch with local conditions. Most of the manu
facturers using such methods of distribution sell the shoes under
their own trade names in expectation of creating a permanent and
increasing demand for their particular brands. However, some
retailers prefer to sell to the public without using the manu
facturers’ brands, in order not to become dependent on any
particular manufacturer. This enables the retailers to take
advantage of the competition for their orders and possibly to
undersell the retailers using standard brands. Very few manu
facturers produce all kinds of shoes and the retailers may purchase
men’s, women’s, boys’, girls’ and other kinds of shoes from various
manufacturers. Many retailers, especially in small towns have
general merchandise stores and the sale of shoes represents only
a part of their business.
Some of the smaller manufacturers sell through jobbers, who
maintain sales forces for distributing the shoes to the retailers.
Where that method of distribution is used, the manufacturer
generally does not require a large force of salesmen, as the number
of jobbers on whom they have to call is more or less limited and
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contact with the jobbers can be satisfactorily maintained in some
instances by correspondence. Most of the shoes distributed by
this method are sold either under the jobbers’ or the retailers’
trade names, although in some instances where the manufacturers’
trade names have been established, those names may be used.
A company operating a chain of stores or a mail-order house
may contract for the purchase of all or of a substantial part of the
shoes produced by a manufacturer. In that case, customers
generally contract for their requirements for a season or longer
on a cost-plus basis or some similar basis and sell the shoes under
their own trade names. The manufacturer requires little sales
organization for this type of business. Some large manufacturers,
in order to keep up the volume, secure a steady production and
keep down their costs, may contract for such business on a very
small margin of profit. Contracts to furnish shoes to the army
or navy or other organizations requiring a large quantity of shoes
may be taken on much the same basis.
Some shoe-manufacturing concerns operate retail stores in
large cities and sell their product under nationally known trade
names. Such manufacturers generally specialize in certain kinds
of shoes and advertise their products and trade names extensively.
In addition to selling through their own retail stores, such manu
facturers generally give exclusive agencies to retailers in smaller
cities and towns to sell their products under trade names.
There do not appear to be any peculiar terms or discounts on
sales in the shoe business. The usual terms are 2 per cent. cash dis
count, if the invoices are paid in 10 days, or 30 days net. Special
discounts are sometimes allowed to customers when the total of
their yearly purchases reaches a stipulated amount.
The domestic consumption of shoes has about reached its peak
and the sale of shoes has become extremely competitive. The
manufacturers of high-quality shoes are stressing style, beauty
and quality, the manufacturers of corrective shoes, comfort, and
the manufacturers of low price shoes, wear and price. Conditions
have changed in the distribution of shoes since the advent of the
automobile and hard roads. Farmers, instead of buying in small
towns or from mail-order houses, are driving to the cities where
they can get a better selection. The small-town merchant is
becoming less and less an important factor in the distribution of
shoes and some manufacturers who have catered to this class of
trade have not adjusted themselves to the changing conditions
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and have found their volume of sales steadily declining. In the
low-priced shoe business the competition is great. At the present
time the foreign market does not appear to be much of a factor in
the distribution of shoes made in the United States, since because
of the higher wages paid to workmen in this country the cost of
such shoes is greater than shoes made in foreign countries, al
though the quality in most instances is considered superior.
The cost of distribution of shoes varies greatly according to the
method of distribution used. Where a manufacturer distributes
to retailers through a force of salesmen, the salesmen’s salaries,
commissions and traveling expenses represent the major item of
distribution expense. Salesmen are usually paid on a straight
commission basis, with a weekly drawing account, although in
some cases they are paid a salary and traveling expenses together
with a commission on sales in excess of a stipulated amount.
Salesmen paid on a straight commission basis generally receive a
commission from 3 per cent. to 7 per cent. of the amount of the sales,
depending on the quality of shoes sold. Out of such commission,
the salesmen must pay their traveling expenses. Although there
is generally a provision in the contract with the salesmen that all
amounts paid on drawing accounts in excess of the actual amount
of commissions earned shall be returnable, most companies write
off these balances or provide a reserve, as experience has proved
that it is almost impossible to collect such balances, especially if a
salesman is dismissed or leaves the employ of the company.
The cost of advertising is dependent on the method of distribu
tion and on the policy of the management. Shoes sold under
manufacturers’ trade names are usually widely advertised and the
cost of advertising is an important part of the cost of distribution
of such shoes, but the expense is usually limited to a certain
percentage of the sales.
Financial Records and Their Relationship to Cost Records

The records and accounts vary greatly according to the size of
the business and the information required by the management.
For the concern operating only a single plant a simple set of
financial records, such as those in general use for manufacturing
concerns, consisting of a general ledger, customers’ ledger, cash
book, journal, sales record and voucher record, would seem to
suffice; but for the larger companies, operating a number of
factories and branches, the records would have to be expanded
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and revised to meet the requirements of the particular business.
A more or less detailed classification of operating accounts should
be carried, so that a fair comparison between actual and esti
mated expenses can be made and in order that sufficient informa
tion may be available for the preparation of a budget for the
coming year. Classifications of labor and operating expenses by
departments should also be kept in supporting records. Because
it is impracticable in the shoe-manufacturing business to take
monthly physical inventories no actual monthly determination of
profits is made. In some instances the cost records are not "tied
in” with the financial records and no determination of profits or
losses is made on the books until physical inventories are taken at
the end of the year. However, there are some companies which
do connect their cost system with the financial records and obtain
a monthly profit or loss on the books. For this purpose com
panies usually carry raw material and supply, work in progress,
finished goods and cost of sales accounts in their general ledger
classification of accounts. Work-in-progress account is charged
and material and supply inventory accounts are credited monthly
with the value of materials and supplies put into production,
obtained from summaries of cutters’ records and perpetual in
ventories and from estimates of supplies and findings used, based
on the volume of production. Work in progress is also charged
monthly with the labor cost and the various manufacturing over
head expenses of the business. In order to make these entries,
it is necessary to set up all prepayments and accruals and to
calculate depreciation monthly. Work in progress is credited and
finished-goods account is charged monthly with the estimated
cost of shoes produced during the month, such cost usually being
obtained from summaries of specification costs of shoes produced.
After these charges and credit to the work-in-progress account,
the balance in that account at the end of each month represents
the estimated inventory value of the work in progress. The
finished-stock account is credited and cost-of-sales account
charged with the total estimated cost of shoes shipped during the
month, obtained by costing the sales at their specification cost.
If physical inventories of work in progress and finished stock are
taken monthly and priced at specification costs, a more nearly
correct cost of sales can be obtained. Accounts may be carried
for variations between actual costs and allowances for ma
terials, labor and overhead expenses in specification costs,
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which would represent adjustments of the cost of sales as deter
mined above.
After the cost of sales has been determined, a monthly profit
and loss can be obtained from the financial records, but these
results represent only estimates, which may be obtained as easily
in memorandum form without the necessity of putting the entries
through the financial records or closing out the operating accounts
monthly.
Some shoe manufacturing concerns do not wish to wait a full
year before knowing the actual results of their operations and
therefore have inventories taken semi-annually or quarterly and
determine the results of their operations for these periods.
While there is usually no direct connection, in most instances,
between the financial records and the cost records, the actual cost
of the labor, material and burden each month can be compared
very closely with the estimated specification costs on which the
selling prices of shoes are based and the causes of any large varia
tions determined and immediately corrected or the selling prices
adjusted. The actual warehousing and shipping, selling and
general administrative expenses can also be compared with the
amounts allowed in the budget for these expenses and the causes
for any large variations can be determined.
Balance-sheet

The general form of balance-sheet used for shoe-manufacturing
companies does not differ materially from that used for other
manufacturing industries. A suggested form, which will cover
the assets and liabilities usually appearing on the balance-sheet
of a shoe-manufacturing company follows:
BALANCE-SHEET
As AT---------------------------Assets

Current assets:
Cash in banks and on hand...........................................
Marketable securities at cost.........................................
Less—reserve to reduce to market value......................

Customers notes and accounts receivable:
Notes receivable......................................................
Accounts receivable....................................................
Less—reserve for bad debts........................................
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Miscellaneous accounts receivable:
Salesmen’s traveling advances................................
Sundry.........................................................................

Advances on hide purchases, etc....................................
Inventories:
Manufactured merchandise....................................
Merchandise in process...............................................
Raw materials, findings, etc.......................................

Total current assets................................................

Expenses paid:
Insurance, taxes, interest, etc.....................................
Unused patterns, dies, etc..............................................
Sundry expense inventories............................................

Notes receivable (maturing after one year)......................
Due from officers and employees.......................................
Investments in stocks and bonds of other companies, etc.

Property, plant and equipment:
Land................................................................................
Buildings, machinery and equipment:
Buildings.....................................................
Machinery and equipment........................
Automobiles and trucks.............................
Furniture and fixtures...............................
Less—reserve for depreciation..................
Lasts, dies, and patterns (as valued by management)..

Deferred charges—unamortized bond discount................
Patents, trade-marks, etc...................................................
Total........................................................................
Liabilities

Current liabilities:
Notes payable.................................................................
Accounts payable and accrued expenses:
Accounts payable for merchandise, expenses, etc.. . .
Accrued wages, taxes, interest, etc.............................
Officers and employees balances and commissions due
Provision for federal and state income taxes................

Total current liabilities...........................................
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6% first mortgage bonds outstanding—maturing----------Reserves:
Reserve for adjustment of purchase commitments to
market value............................................................
Reserve for unearned contributions from communities.

Capital stock:
7% cumulative preferred stock—authorized and issued
--------- shares of $100.00 each................................
Common stock—authorized and issued------------ shares
without nominal or par value....................................

Surplus:
Capital surplus................................................................
Earned surplus................................................................

Contingent liabilities reported:
Customers notes discounted...........................................
Total........................................................................

If any of the accounts receivable, inventories, physical prop
erties or other assets have been pledged as security on notes
payable, bonds, etc., the items should be so earmarked on the
balance-sheet and the amounts pledged shown. If the inventories
are valued at other than on the basis of cost or market whichever
is the lower, the exact basis of valuation should be shown on the
balance-sheet. If the property, plant and equipment is stated at
appraised values, the name of the appraisal company and the date
of the appraisal should be shown on the balance-sheet. The
surplus arising from appreciation of physical properties should be
included in capital surplus or under a separate caption. If de
preciation has not been taken regularly and the reserves are not
considered sufficient, the balance-sheet should either be adjusted
to show sufficient reserves or a notation should be made of this
exception.
A careful analysis of salesmen’s debit balances is necessary to
determine whether such balances should be treated as a current
asset or otherwise. If the balances represent current traveling
advances, they are usually treated as current, but if they represent
an excess of advances made over commissions earned and are
being increased from time to time, they should be shown below
the current assets on the balance-sheet.
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Sometimes shoe manufacturing companies make advances to
agents or honor sight drafts for the purchase of hides in foreign
markets. If such advances are of any consequence, they should
be shown under a separate caption in the current assets on the
balance-sheet.
Lasts, dies and patterns are usually valued on the balance-sheet
of a shoe-manufacturing concern at a nominal value of $1.00,
since such forms require frequent replacement and become
obsolete very quickly. If a valuation of such assets is made by
the management or if some other basis of valuation is used, this
information should be disclosed on the balance-sheet.
Deferred expenses, patents and trade-marks should be written
off by regular charges to operations and if this is not being done, a
notation should be made on the balance-sheet.
If the company has made purchase commitments and the
market value on such commitments has dropped below the cost,
a reserve should be provided or a notation made on the balancesheet.
As an inducement for a shoe-manufacturing concern to establish
a factory in a certain town, the town usually donates the site and
part of the money necessary to erect the factory, and in considera
tion the concern usually agrees to pay out a certain sum of money
on payrolls over a stipulated period of years. The contribution
from the community is usually treated as a reserve and each year,
an amount is transferred to capital surplus, based on the propor
tion of the actual payroll to the payroll contract.
Profit-and-loss Account

The form of profit-and-loss statement for a shoe-manufacturing
concern does not differ materially from that used for other manu
facturing industries. A suggested form for the general profit-andloss statement follows:
Form

for

Profit-and-loss Statement

Gross sales..........................................................................
Deduct:
Discounts........................................................................
Returns and allowances..................................................
Freight allowed...............................................................

Net sales..................................................................
Cost of sales........................................................................
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Gross profit..............................................................
Expenses:
Selling..............................................................................
Administrative and general............................................
Bad debts........................................................................
Net profit.................................................................
Miscellaneous charges (net):
Interest paid...................................................................
Amortization of bond discount......................................
Loss on assets sold..........................................................
Sundry.............................................................................

Less:
Interest earned.......................................
Income from investments..........................
Sundry........................................................
Provision for federal and state income taxes....................
Net income..............................................................

The cost of sales shown on the general profit-and-loss statement
in total would be supported by a schedule, the form of which
would be as follows:
Form

for

Cost

of

Sales Statement

Raw materials used:
Upper leather..................................................................
Sole leather......................................................................
Other materials and findings..........................................

Less—discount on purchases..............................................
Raw materials (net)................................................
Productive labor.................................................................
Manufacturing expenses:
Salaries:
Executive.................................................................
Office and clerical........................................................
Supervision..................................................................
Non-productive labor.....................................................
Lasts, dies and patterns.................................................
Machine rentals and royalties........................................
Light, heat and power....................................................
Insurance.........................................................................
Taxes and licences..........................................................
Truck expense.................................................................
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Factory supplies and expense:.......................................
Office............................................................................
General........................................................................
Repairs and maintenance:
Buildings......................................................................
Machinery and equipment.........................................
Depreciation:
Buildings......................................................................
Machinery and equipment.........................................
Deduct—Increase in inventory of finished shoes and shoes
in process.....................................................................

Cost of sales............................................................

The expenses shown in total on the general profit-and-loss
statements would likewise be supported by a schedule as follows:
Expenses

Selling:
Salaries:
Sales manager and assistants......................................................
Clerical.........................................................................................
Salesmen’s salaries and commissions..............................................
Traveling and entertainment expense............................................
Salesmen’s equipment expense........................................................
Advertising:
Salaries.........................................................................................
Expense........................................................................................
Printing, stationery and office supplies..........................................
Telephone and telegraph.................................................................
Sundry..............................................................................................

Total selling..............................................................................

Administrative and general:
Salaries:
Executives....................................................................................
Clerical.........................................................................................
Printing, stationery and office supplies...........................................
Telephone and telegraph.................................................................
Traveling and entertainment..........................................................
Dues and subscriptions...................................................................
Donations.........................................................................................
Insurance..........................................................................................
Taxes................................................................................................
Legal and accounting expense.........................................................
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Collection expense...........................................................................
Life insurance..................................................................................
Depreciation—furniture and fixtures..............................................
Sundry..............................................................................................

Bad debts, less recoveries...................................................................

Before a yearly profit-and-loss statement can be prepared for a
company which carries its cost system through the financial
records, it is necessary to analyze the work-in-progress, finishedgoods and cost-of-sales accounts in order to eliminate the monthly
transfers between these accounts and to determine the various
items of cost and expense entering into the cost of sales. The
items, which are closed into these accounts monthly, must then be
summarized in order to obtain the totals for the year necessary
for the preparation of the profit-and-loss statement. Where the
cost system is not connected with the financial records, the
profit-and-loss statement can generally be prepared direct from
the trial balances of the general and subsidiary ledger before
closing or from a trial balance of items closed into the profit-andloss account at the end of each year. However, in some cases,
shoe-manufacturing concerns carry only a more or less condensed
classification of accounts, and it is necessary to analyze a number
of accounts in order to prepare a properly classified profit-and-loss
statement. Before proceeding with an analysis of this kind, the
auditor should make certain that the company does not have the
necessary classification in a subsidiary record or in memorandum
form.
Interesting comparisons with other periods can be made of
pairs produced and pairs sold and the average cost and selling
price per pair. The sales in pairs and amounts by territories
can be shown and compared with other periods. Where a number
of factories or selling branches are maintained, comparisons of
production, costs, sales and other data can be compiled. They
may be of great interest and value to the management.
Special Auditing Features

With the exception of the valuation of the inventories of work
in process and finished products, there do not appear to be any
special features of the audit of a shoe manufacturing concern
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which are not encountered in the audit of most manufacturing
concerns.
The inventory of finished shoes is usually valued at the esti
mated costs used in the determination of the selling prices. The
valuation of the shoes in process is usually based on the same
estimates, taking into consideration the stage of manufacture
of the shoes.
In order to be satisfied as to the accuracy of the estimated shoe
costs it is necessary to make a complete investigation into the
costs compiled by the company, to determine how closely the
totals of the costs used in the estimates for materials, labor and
burden have come to the actual costs of such items. In the case
of materials, it is necessary to see that sufficient cutting allowances
have been made and that the prices used in the estimates for
materials are on the basis of cost or market price whichever was
the lower at the date of the inventory or that a sufficient reserve
has been provided to reduce the value of the materials in the
inventory to such basis. Large cash discounts are allowed on
shoe materials and supplies purchased and it should be ascer
tained that allowances for such discounts have been made.
With regard to labor, it is necessary to make a test of the amounts
included in the cost estimates for the various labor operations
with the actual amounts paid for such operations, most of which
are on a piece-rate basis. With regard to the allowance in the
cost estimates for burden, it is necessary to check the basis of
distributing the overhead, the rate used and the calculation of
the rate. The allowance made for the various overhead expenses,
in determining the total to be distributed, should be checked
against the actual costs of such items and the nature of each item
entering into the total carefully considered, to determine whether
each item is a proper part of the inventory value of the finished
shoes or not. It should be ascertained that such items as interest
on merchandise or plant investment have not been included in
the inventory valuation. A special investigation should be made
to determine that no inter-company or inter-departmental profit
has been included in the inventories or that a special reserve has
been provided for the elimination of such profit.
In checking the inventory of work in progress the stage of each
pair of shoes has to be considered, and it is necessary to see that
only the material and labor put into the shoes up to the par
ticular department in which the shoes are at the date of the
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inventory are included in the valuation. The overhead rate is
usually not separated by departments, and in applying overhead
all of the shoes in process are generally considered as being on an
average one-half completed, and 50 per cent. of the overhead on the
completed shoes is added to the material and labor on the shoes in
process.
Future of the Industry

Shoes are as essential to the civilized world as food and clothing
and there will always be a normal demand for footwear. In the
United States the demand for shoes has probably reached its
peak for on the present population and any material increase in
the purchase of shoes in the United States in the future will
probably depend on population increases. Our shoe manufac
turers must look to the foreign markets to obtain any large
increases. At the present time the sale of American shoes in
foreign countries is more or less curtailed by the higher cost of
manufacturing shoes in this country. Before any large advance
in foreign sales can be made it will be necessary to get the costs
of our shoes down to a point where we can meet the competition
of shoes made in other countries where cheap labor is used. The
people of some foreign countries must also be educated to the use
of shoes such as are used in the United States before we can look
for any large foreign demands for our shoes.
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